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SUBJECT: USG TAXATION OF INCOME FROM OVERSEAS OPERATIONS 
OF U.S. OIL COMPANIES 

REF: JAKARTA 5389 

1 . WE DISCUSSED SUGGESTION CONTAINED PARA 5 REFTEL WITH 
TREASURY. THERE IS NO OBJECTION FOR PROPOSING ALTERNA- 
TIVE ARRANGEMENT FOR IRS REVIEW SO AS TO AVOID TAX 
PROBLEM. HOWEVER IT SHOULD BE U.S. COMPANIES, AS U.S. 

TAX SUBJECTS, WHO SHOULD TAKE MATTER UP WITH IRS. THEY 
WOULD BE ADVISED TO INVITE GOI LEGAL ADVISER IN WASHINGTON 
TO PARTICIPATE SO THAT HE LEARNS FIRST HAND IRS REQUIRE- 
MENTS. (FYI: WIJARSO'S ARGUMENT THAT "WE PAY THEM THEIR 
SHARE OF OIL, THEY DON'T PAY US", REPORTED IN PARA 4 REFTEL 
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LIABLE FOR U.S. TAX ON THEIR SHARE OF THE OIL AND SINCE 
ISSUE IS TAX CREDIT ON OTHER PART OF OIL USED TO DIS- 
CHARGE GOI INCOME TAX LIABILITY. END FYI). 

2. ADJUSTING CONTRACTS, IF ACCEPTABLE TO BOTH GOI AND 
COMPANIES, WOULD NATURALLY ONLY AFFECT PROSPECTIVE BUT 
NOT RETROACTIVE TAXES. IT IS AS YET UNDECIDED WHETHER 
IRS RULING WILLBE RETROACTIVE. WHILE THERE IS FULL 

RECOGNITION OF IMPORTANCE OF POLICY IMPLICATIONS OF 
RULING, QUESTION OF RETROACTIVITY WILL BE DETERMINED 
ON LEGAL GROUNDS. COMPANIES HAVE BEEN ASKED TO SUBMIT 
JUSTIFICATION AND ARGUMENTATION WHY THEY CONSIDER 
PRODUCTION SHARING AGREEMENTS CREDITABLE AGAINST U.S. 

TAXES. THEY ARE EXPECTED TO SUBMIT THEIR VIEWS WITHIN 
THE NEXT FEW DAYS. WE RAISED QUESTION WITH TREASURY 
WHETHER CONSULTING ON AMENDING AGREEMENTS MAY ADVERSELY 
PREJUDGE RETROACTIVITY ISSUE AND WERE ASSURED THIS NOT 
THE CASE. 

3. IN LIGHT OF ABOVE RECOMMEND YOU TELL WIJARSO AND 
WIDJOJO THAT WE EXPECT THAT COMPANIES WILL SOON CONSULT 
WITH IRS ON HOW AGREEMENTS WITH GOI COULD BE AMENDED TO 
MEET IRS CONDITIONS. AT THAT TIME IT WOULD BE USEFUL 

IF GOI LEGAL ADVISER COULD PARTICIPATE IN CONSULTATIONS. 
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